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On  Facts  and  Fictions  of  the  Currency 


publishing  the  following  paper,  think  it  necessary  to  disclaim,  on 
le  Society,  any  responsibility  for  the  opinions  stated  in  it.] 


Nowhere  perhaps  are  facts  relating  to  the  currency  so  persistently 
ignored,  and  fictions  so  cordially  accepted,  as  in  Manchester.  In 
Liverpool,  Birmingham,  and  Glasgow,  a subject  which  has  always 
been,  and  is  still  being,  debated  by  the  ablest  economists,  is  still 
deemed  fairly  open  to  discussion.  But  in  Manchester,  and  sad  to 
say,  in  this  room  dedicated  especially  to  such  enquiries,  a strong 
banking  and  bullionist  interest  has  prevented  the  most  important 
of  all  questions,  in  the  whole  range  of  Political  Economy,  from  being 

fully  discussed. 

The  teachings  of  the  Manchester  school,  obsolete  as  to  “non- 
intervention ” and  “ peace  at  any  price,”  and  almost  exploded  as  to 
the  duty  of  the  State,  to  “let  alone”  the  educational  and  moral 
welfare  of  the  governed,  still  culminate  in  the  remarkable  theory  oi 

BullionismM  or  gold  worship. 

Gathered  from  its  advocates,  the  Economist  newspaper  and  the 
Trade  Articles  in  the  Times  and  other  papers,  we  find  their  doc 
trines  to  be  as  follows : 
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(1.)  That,  whereas  economists  favourably  distinguish  civilked 
commerce,  i.e.,  the  exchange  of  currency  for  commodities,  from  the 
barbarian  barter  of  commodities  for  commodities  ; the  latter,  viz., 
the  exchange  of  one  commodity  (gold)  against  another  commodity, 
as  cotton  or  com,  is  now  alone  regarded  as  a legitimate  transaction. 

(2.)  That,  whereas  scientific  economists  hold  that  the  national 
currency  (legal  tender  for  debts  and  taxes)  should  be  (a)  preserved 
steady  in  its  value  as  against  labour  (i)  by  being  kept  proportionate 
in  quantity  to  the  payments  to  be  made  with  it,  the  opinion  of  this 
society  seems  to  be  that  the  quantity  of  currency  at  any  time 
available  should  practically  depend  upon  the  number  of  bits  of  metal 
(say  gold)  deposited  in  some  cellars  near  Threadneedlo- street.  So 
that  if  those  bits  of  metal  happen  to  bo  plentiful  Interest  becomes 
mischievously  low,  if  scarce  it  ought  to  be  raised  ruinously  high. 

(3.)  That  the  principles  of  Free  Trade  are  universally  true, 
and  to  bo  rigidly  enforced,  even  to  whatsoever  apparent  injury  to 
the  moral  and  physical  welfare  of  the  producing  classes  in  other 
matters,  but  that  as  to  banking,  and  currency,  and  the  monetary 
arrangements  of  private  persons,  the  most  elaborate  and  arbitrary 
interference  and  State  regulation  are  necessary  and  legitimate. 

(1.)  That  whereas  it  is  self-evident  that  by  restricting  the  supply 
of  money  its  value  is  raised  as  against  labour,  and  that  by  expanding 
the  supply  its  value  as  against  labour  is  necessarily  lessened, 
Bullionism  entirely  ignores  the  former  result,  viz.,  the  depreciation 
of  labour,  and  the  injury  thereby  caused  to  the  whole  body  of  the 
labouring  classes,  and  confines  itself  solely  to  keeping  up  or  aug- 
menting the  value  of  currency,  regardless  of  the  misery  inflicted  by 
financial  panics  and  consequent  industrial  derangement. 

(5.)  The  last  and  most  remarkable  position  upon  which  the  whole 
superstructure  of  error  and  mischief  is  based  is  that  the  circulating 
medium,  the  life  blood  of  commerce,  the  half  of  every  transaction,  is 
to  be  managed,  manipulated,  or,  as  the  French  say,  exploite  for  the 
benefit  of  the  private  members  of  a mercantile  or  trading  corporation, 
the  Bank  of  England.  It  has  never  been  disputed  by  true  economists 
that  so  momentous  a matter  as  the  money  of  a nation  should  be 
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either  («)  entirely  free,  every  person  issuing  what  coins  or  promissory 
notes  he  thinks  fit,  and  every  one  accepting  what  he  chooses,  or  else 
{b)  should  bo  duly  regulated  by  the  State,  solely  with  a view  to  the 
welfare  of  the  nation  at  large,  and  the  majority  rather  than  the 
minority.  Yet  a system  has  almost  insensibly  grown  up,  and  been 
gradually  extended,  which  puts  trade  and  industry  at  the  mercy  of 
a few  millionaii’es  in  London,  who  have  no  other  interest  to  serve 
than  that  of  their  own  pockets,  and  who,  if  ever  blamed  for  mis- 
chievously putting  up  or  lowering  the  rate  of  discount,  are  at  once 
defended  on  the  ground  that  they  do  it,  and  are  quite  in  the  right  to 
do  it,  for  the  purpose  of  increasing  their  own  dividends  and  those 
of  their  shareholders.  In  passing,  I may  note  another  incidental 
power  of  the  Bank  Dii’cctors  which  the  present  system  enables  them 
to  exercise,  namely,  that  of  lowering  the  price  of  foreign  and  other 
stocks  shortly  before  the  dividends  arc  payable.  Xot  only  English 
dividends,  but  interest  at  from  7 to  12  per  cent,  on  foreign 
loans,  amounting  to  many  millions  sterling,  are  payable  at  the  four 
quarter  days.  A few  millionaires  can  withdraw  gold  enough  from 
the  Bank  coffers  to  produce,  with  the  help  of  judicious  remarks  in 
the  trade  articles,  great  monetary  alarm.  This  again  may  be  easily 
aggravated  by  putting  up  the  Bank  rate,  especially  if  done  on  a 
Monday,  or  any  unusual  day.  Stocks  fall  one  or  two  per  cent.,  and 
are  thereupon  largely  bought  so  as  to  secure  the  di\idends.  The 
groundless  panic  soon  subsides.  Stocks  recover  themselves,  and 
are  in  due  course  sold,  to  be  subjected  to  a similar  operation  in 
three  or  six  months  afterwards.  The  sensitiveness  of  “ Capital,” 
of  the  “ Money  Market,”  is  not  by  any  national  law,  but  merely  the 
contrived  and  artificial  result  of  certain  theories  and  legislation. 

Nothing  is  more  humiliating  to  England  than  the  constant 
reference  in  the  Trade  Articles  to  the  German  demand  for  gold,  as 
requiring  the  greatest  caution  on  the  part  of  merchants  to  a'soid 
entering  into  obligations  which,  if  the  Prussian  Mint  lequiies  a few 
extra  tons  of  gold,  might  on  the  present  system,  involve  them  and 
their  labourers,  the  firms  with  whom  they  arc  connected,  and  all  the 
commercial  interests  of  the  country,  in  ruin  or  confusion.  Not 
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satisfied  with  the  continually  recurring  mischiefs  of  violent  fluctua* 
tions  in  the  rate  of  discount  without  notice,  or  assigned  reason, 
mischiefs  absolutely  contrived  by  the  biillionists,  they  even  presume 
to  dictate  to  the  really  sound  and  well-informed  economists  of  France 
and  America  that  they  should  adopt  the  same  reckless  system.  In 
a former  paper  I showed  what  must  have  been  the  consequence  to 
the  American  Republic  and  to  the  English  Nation  if  the  two  great 
financiers — D.  P.  Chase  and  William  Pitt  respectively,  instead  of 
acting  on  sound  principles  of  economy,  had  s^rerved  into  the  financial 
blunders  now  recommended.  X moment’s  consideration  will  shew 
how  fiital  would  be  the  effect  upon  the  French,  in  their  present  rela- 
tions to  Germany,  were’  they  to  act  upon  the  suggestion  of  making 
their  commercial  interests  entirely  dependent  on  what  Prince 
P)ismarck  or  other  Prussian  authorities  might  do  in  order  to  produce 
a drain  of  gold,  and  consequent  stagnation  of  commerce,  and 
paralysis  of  the  Government  power  of  borrowing  in  case  of  emergency. 

Surely  the  great  Napoleon’s  saying  that  two  political  economists 
would  destroy  any  nation  never  received  a truer  illustration. 

As  the  monetary  position  of  France  and  other  European  countries  f 
comprises  most  important  facts,  which  are  always  kept  out  of 
sight  or  ignored,  a few  words  may  here  be  said  to  explain  it.  In 
auv  other  country,  and  to  any  other  reasoners,  it  would  suggest 
some  doubt  of  the  truth  of  their  doctrines  to  find  them  universally 
scouted  in  practice  by  every  other  civilised  country.  England  alone 
persists  in  a currency  which  may  be  compared  to  a telescope,  as 
being  roughlj’’  drawn  in  or  out  at  the  will  of  the  owner.  The 
currency  ought  indeed  to  be  elastic,  being  contracted  when  short- 
ness is  required,  and  lengthened  when  extension  is  desirable. 

But  our  currency  is  the  opposite  of  this.  It  is  a sort  of  telescope 
which  lengthens  when  too  long  and  shortens  when  shortness  is  j 

disastrous. 

At  the  very  time  when  millions  of  commercial  paper  previously 
circulating  as  money  are  rendered  inconvertible  by  panic,  our 
system  throws  all  its  weight  into  the  scale  for  the  gold-owners  and 
against  debtors,  by  still  further  restricting  the  issue  of  notes. 
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But  whenever  the  rate  of  interest  is  so  loiv,  and  public  confidence 
60  high,  as  to  beget  excessive  speculation  and  company-floating,  thc7i 
the  Bank  forces  out  its  notes  for  the  sake  of  raising  its  dividends, 
and  throws  oil  on  the  fire,  and  moi'e  money  on  the  market,  by 
lowering  the  bank  rate.  In  no  other  currency  in  the  world  is  this 
fatal  telescopic  property  found  to  exist.  In  some  ^countries,  as  at 
present  in  America,  it  is  deemed  better  to  keep  the  price  of  gold 
above  the  declared  value  of  the  State  currency.  All  contracts  being 
made  in  this  national  money,  those  who  want  bits  of  gold  must 
either  buy  them,  or  agree  with  their  debtors  to  pay  them,  instead  ol 
money,  at  the  current  price.  All  parties  being  fully  aware  of  the 
facts,  the  only  possible  harm  is  a little  trouble  in  keeping  accounts. 
The  Russian,  Austrian,  and  Italian  State  currencies  are  similarly 
constituted.  lu  France,  notwithstanding  its  frequent  revolutions, 
the  State  currency,  and  the  bits  of  gold  or  silver  which  they  are 
worth  by  law,  are  exactly  at  par  ; that  is,  the  tax  collector,  or  private 
debtor  or  creditor,  will  give  or  take  five-franc  pieces  or  bank  notes 
with  equal  readiness ; so  that,  whatever  the  Germander  other  financial 
enemies  of  France  might  do,  the  only  possible  effect  of  a drain  of 
gold  would  be  to  render  notes  more  generally  used  for  a time  than 
coin.  As  these  notes  would  be  borrowed  from  the  Bank  by 
discounters,  thus  adequately  supplying  the  existing  deficiency  ot 
specie,  the  rate  of  interest  would  not  bo  in  any  way  aflected.  Any 
tendency  to  panic  is  at  once  checked  by  the  certainty  that  money 
can  always  be  had  at  a moderate  rate.  English  bullionism  is 
diametrically  opposed  to  this  safe  and  natural  mode  of  action. 

Some  further  most  important  facts  with  respect  to  the  currency 
in  England  during  the  first  twenty  years  of  the  present  century  are 
given  in  Tooke’s  “History  of  Prices.”  This  author,  though  he  has 
mercilessly  exposed  the  fallacies  of  the  Peel  and  Overstone  currency 
doctrine  combatted  in  these  remarks,  never  lay  under  the  slightest 
suspicion  of  favouring  Birmingham  or  any  other  theories  of  “ incon- 
vertible” notes.  It  is  inexcusable,  therefore,  that  his  unquestionable 
historical  facts  should  be  so  constantly  falsified  or  ignored  by  those 
who  profess  to  instruct  the  public  on  this  subject. 
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It  is  a coiDiiion  fallacy  tliat  tlic  so-called  Bank  Restriction  Act, 
which  abolished  for  a time  the  telescopic  Bank  currency  and  sub- 
stituted the  sound  and  rational  plan  now  prevalent  throughout 
Eui’ope  and  America,  produced  a depreciation  of  the  papei  cuiiencj. 
The  true  hicts  are  that  Pitt's  admirable  plan,  though  it  effected  the 
necessary  purpose  of  allowing  our  armies  to  be  paid  in  gold  abroad, 
produced  no  divergence  between  gold  and  notes  till  after  two  years 
drain  of  gold,  and  then  not,  properly  speaking,  a depreciation  of 
the  notes  as  against  labour,  but  simply  an  increased  cost  and  value 
of  gold.  All  debts  and  taxes  were  then  paid  in  the  national  currency, 
and  if  any  curious  person  wanted  a golden  guinea  he  had  of  course 
to  pav  its  full  value,  just  as  he  would  in  purchasing  platinum  oi 
diamonds.  But  the  most  material  fact  is  that  at  the  very  time  gold 
had  been  thus  artificially  appreciated,  Mr.  Tooke  says  that  the 
price  of  corn  purchased  with  the  State  currency,  that  is.  Bank  of 
England  notes,  was  as  low  as  ever  ; and  he  gives  corn  as  a fair  test 
of  the  price  of  commodities  generally.  Mr.  Tooke's  book  amply 
disproves  the  fiction  that  paper  money  is  rendered  worthless  or 
depreciated  by  being  no  longer  able  to  purchase  a certain  weight  of 

gold  irrespective  of  its  natural  price  at  the  time. 

Another  fiction  of  the  Bullionists  is  tlui.t  the  rate  of  interest 
cannot  be  ever,  or  to  any  extent,  fixed  by  law.  The  fact  has  been 
proved  to  be  otherwise.  During  the  whole  of  that  period  the  laws 
against  usury  (so-called)  forbad  a higher  rate  of  interest  than  o per 
cent,  and  invalidated  all  bargains  involving  it.  In  certain  emer- 
gencies the  law  was  evaded,  as  by  needy  heirs-at-law,  in  the  purchase 
of  annuities,  but  the  universal  rate  on  discounts  and  mortgages  was 
5 per  cent. 

When,  therefore,  Pitt  substituted  a souml  and  scientific  system 
of  currency  for  that  which  had  previously  prevailed,  the  effect  was, 
as  shown  by  Mr.  Tooke,  that  good  Bills  Avero  always,  for  twenty  years, 
discounted  by  the  Bank  of  England  and  other  Banks  at  5 per  cent, 
and  that  this  rate  becoming  thus  established,  never  went  lower. 
The  fiction  is  that  the  rate  of  interest  cannot  be  fixed.  The  facts 
for  twenty  years  show  that  it  could  be  and  was  fixed.  A lurther 
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fiction  is  that  this  discounting  by  the  Bank  (not  having  at  the  time  a 
ton  of  gold  in  its  coffers),  and  Avhich  discounting  simply  needed 
the  judicious,  honest,  and  rigidly  checked  use  of  a printing  press, 
with  authenticating  signatures,  must  at  once  have  produced,  and  did 
produce,  depreciation.  The  fact  is  that  as  the  Bank  only  did  safe 
and  legitimate  discounts,  and  as  money  would  not  bo  borroAved  at 
5 per  cent  unless  it  Avere  really  AA’antcd,  and  as  Avhile  money  is 
in  demand  it  cannot  depreciate,  the  gold  and  the  notes  for  some 
time  kept  exactly  pari 

Under  the  French  Revolution  of  ’48  there  Avas  a divergence  of 
only  10s.  per  cent,  and  there  is  no  depreciation  Avhatever  at  present. 
The  well-knoAA'u  case  of  assignats  is  explained  by  the  undoubted  fact 
that,  in  order  to  embarrass  the  French,  this  cuiTency,  badly  contriA'cd 
at  its  best,  AA’as  fraudulently  depreciated  by  the  sending  from  England 
of  many  tons  of  these  notes  for  that  express  purpose. 

It  will  be  seen  that  in  this  essay  each  of  the  terms  used  is  rigidly 
kept  to  one  definite  signification.  It  is  a great  fault  in  currency 
discussions  that  all  the  principal  "words,  as  “capital,”  “wealth,” 
“value,”  “ coiwertibility,”  are  used  in  the  most  loose  and  e\’en 
opposite  senses.  There  can  be  no  true  science  which  has  not 
complete  accuracy  of  terms.  The  Avord  “capital”  is  a flagrant 
instance.  It  is  deflned  as  food  and  materials  and  finished  work, 
employed  reproductively.  But  this  statement  is  an  absolute  fiction. 
The  fact  apparent  in  every  Trade  Article  is  that  capital  is  used 
to  mean  either  money  or  deposits  in  Banks  (that  is  merely  debts 
due  from  Bankers  to  depositors)  or  some  other  kinds  of  property, 
monetary  and  purely  incorporeal,  Avhich,  e.g.,  a manufacturer  may 
possess,  and  thereby  be  enabled  to  command  the  use  of  the  currency 
needed  to  pay  rent  and  labourers’  Avages,  buy  raw  materials,  and 
otherwise  carry  on  his  business.  ^ 

“Value”  is  spoken  of  as  if  it  Avere  some  intrinsic  quality  In  the 
material  of  a currency.  The  fact  is  that  “value,”  from  valeo,  io 
avail,  means  simply  the  exchangeable  poAver  of  money  or  any  monied 
property  as  against  labour.  Thus,  a French  100  franc  note,  though 
termed  by  Bullionists  “inconvertible,”  “valueless,”  “fictitious,” 
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and  the  like,  will  command  just  as  much  labour  as  coin  of  the  same 
amount.  It  is  precisely  of  the  same  valiw,  though  its  material 
(paper)  is  intrinsically  worthless.  This  valiw  is  impressed  upon  it 
by  law.  It  is  impossible  to  imagine  value  more  complete  and  effec- 
tual for  every  purpose  of  cun’ency,  and  yet  this  Bullionist  fiction  is 
still  kept  up  that  the  coin  has  value  and  the  bank  note  has  none ; 
that  the  former  constitutes  real,  and  the  latter  ovlj  fictitious  capital. 

The  word  “ wealth  ” is,  by  a similar  fiction,  taken  to  mean  merely 
the  actual  material  products  of  labour,  such  as  corn  or  calico,  gold 
or  silver,  mills,  houses,  or  pictures.  But  the  fact  is,  surely,  that 
in  common  parlance  the  loealth  of  a country  lueans  much  more  than 
nil  that  we  can  see  or  touch.  The  wealth  of  individuals,  upon  which, 
e.g.,  property  tax  is  paid,  exclusive  of  houses  and  land  and  the 
actual  accumulation  of  commodities  at  any  particular  moment,  con- 
sists of  some  thousand  millions  of  pounds  sterling,  of  an  incorporeal 
character.  This  incorporeal  wealth  is  created  and  evidenced  by 
means  of  various  instruments,  by  strokes  of  the  pen,  and  by  legal 
enactments. 

“Convertible”  is  loosely  used  by  Bulliouists  to  signify  notes 
compulsorily  exchangeable  for  gold  at  a fixed  price,  but  it  means 
accurately  the  power  of  obtaining  for  any  kind  of  money  its  full 
money’s  worth  in  labour.  In  advocating  the  English  plan, 
BuUionists  beg  the  whole  question  by  assuming  that  all  paper  money 
consists  of  promises  to  pay  bits  of  gold,  and  argue,  that  if  individuals 
or  hanks  promise  to  pay  they  ought  not  to  be  I'elieved  from  payment. 
Granted.  But  the  whole  question,  is  whether  a National  paper 
currency  should  consist  of  promises  to  pay,  as  in  England,  or,  as  in 
other  countries,  merely  express  the  fact  that  the  note  is  by  law 
receivable  in  all  Government  or  private  payments  as  equivalent  to 
a certain  amount  of  gold  or  silver. 

It  is  a pure  Bullionist  fiction  that  paper  money  cannot  be  thus 
kept  up  to  its  value  without  convertibility  so  called.  But  why  not, 
if  limited  in  issue,  and  made  payable  in  taxes  and  debts  ? The 
shrewdest  nation  in  the  world,  the  Scotch,  show  their  shrewdness  by 
disregarding  this  fallacy,  and  by  preferring  notes  to  sovereigns,  not 
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because  they  know  they  can  get  sovereigns  for  the  notes,  which  they 
do  not  want  to  do,  but  because  they  know  they  can  always  pass  the 
notes  in  purchases  or  payments. 

Some  practical  consequences  of  the  foregoing  truths  may  be 
briefly  stated.  If  the  battles  of  Englaul,  France,  and  America, 
involving  an  unproductive  expenditure,  coaid  be  fought  by  means  of 
u judiciously  used  printing  press,  with  mere  bits  of  paper,  it  is  clear 
that  the  same  process  would  amply  provide  for  any  amount  of  real 
productive  labour,  and  therefore  that  the  phrase  wages  fund,  as 
meaning  a limited  amount  of  accumulated  commodities  to  be  eaten 
or  otherwise  consumed  by  workmen,  is  meaningless,  and  that  bul- 
lionism  is  responsible  for  the  non- employment  of  a single  productive 

labourer. 

Or,  if  the  Corporation  of  Manchester  adopted  the  same  plan  of 
providing  money  as  has  been  adopted  by  the  three  great  nations 
referred  to,  there  would  not  only  be  a great  relief  to  the  ratepayers, 
but  a great  convenience  to  the  public  in  the  shape  of  small  exchange- 
able instruments  of  real  value  for  local  purposes.  Let  the  Treasurer 
simply  hand  to  every  lender  notes  to  the  amount  receivable  in  local 
taxes,  and  exchangeable  on  demand  for  Municipal  Bonds,  and  the 
greater  part  of  the  interest  on  loans  would  soon  be  saved. 

If  the  Prussians  had  not  been  infatuated  by  this  gold-worship 
they  must  have  seen  that  the  £200,000,000  of  indemnity  was  a 
matter  involving  no  difliculty  whatever  to  the  French.  BuUionists 
suppose,  no  doubt,  that  the  £200,000,000  in  coin  or  gold  ingots 
was  carted  across  the  German  frontier,  and  there  handed  to  the 
Prussian  treasurer,  obviously  a difficult,  troublesome,  and  expensive 
operation.  The  only  alternative  was  that  the  French  printing  presses 
created  instruments  of  the  value  of  £200,000,000,  which,  through 
the  ready  instrumentality  (for  a consideration)  of  English,  French, 
and  German  capitalists,  passed  into  German  hands  as  readily  and 
satisfactorily,  and  with  less  trouble  even  to  the  Germans,  than  the 
mythical  cart  loads  of  gold  would  have  really  cost.  A large  part  of 
the  amount  involves  an  annual  charge  upon  French  industry,  but 
no  more  so  than  any  other  monied  property  or  “ investment.” 
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If,  as  no  one  denies,  the  depositors  in  Post  Office  Savings  Banks 
are  ownei's  of  a portion  of  the  National  Debt  equal  to  the  amount  of 
their  deposits,  it  follows  that  an  extension  of  this  system  of  banking 
would  alone  suffice  to  convert  the  whole  National  Debt  into  precisely 
that  kind  and  species  of  so  called  capital  which  the  possession  of 


deposits  in  a bank  secures  to  the  depositor.  No  doubt  bankers  will 
continue  to  prevent  the  public  interest  being  served  in  this  way. 
But  it  is  obvious  that  national  ignorance  alone  hinders  the  whole 
National  Debt  being  “capital”  for  practical  purposes  as  the 
£400,000,000  of  deposits  in  Private  Banks,  and  the  £50,000,000 
of  deposits  in  Savings  Banks  are  always  spoken  of  as  being. 

The  limits  assigned  to  “ a short  paper”  preclude  more  than  a 
glance  at  the  various  irrefragable  arguments  which  could  bo  offered 


in  favour  of  a simple  scientific  national  cuirency  as  against  the 
complicated,  self- stultifying  system  which  this  enlightened  country, 
in  opposition  to  the  practice  of  all  civilized  communities  and  to  the 


principles  of  all  sound  economists,  from  Aristotle  to  David  Hume, 
Adam  Smith,  and  Bishop  Berkeley,  still  keeps  up.  My  attention 
has  been  lately  called  to  this  subject  from  finding  in  the  Contem- 
porary Review,  for  April,  an  article  by  Mr.  McLeod  supporting  the 
views  which,  three  years  ago,  I proved  by  quotations,  are  supported 
by  the  highest  authority.  Mr.  McLeod  claims  originality  in  the  first 
propounding  of  his  views  twenty  years  ago.  As,  however,  I had 

previously  developed  the  same  principles,  it  seems  proper  to  make 
this  correction. 

With  one  question  only  to  our  Banking  and  Bullionist  friends  I 
conclude.  If  so-called  “ fictitious”  capital,  such  as  Bank  notes 
(convertible,  or  kept  by  other  means  at  par,  as  in  France),  and 
the  many  other  kinds  of  what  1VL-.  J.  S.  Mill  calls  “ credit,”  and 
which,  as  he  shows,  serve  all  the  purposes  of  real  capital,  i.e,,  as 
commodities  bullion  or  specie,  why  should  not  this  “ fictitious” 
capital,  propel ly  organised  and  limited  by  an  honest  Government, 

be  made  available  instead  of  “real”  capital,  whenever  required  for 
national  or  useful  purposes  ? 
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“ ConvertiUe''''  is  amongst  the  equivocal  or  double  meaning 
words  used  by  Bullionists.  Convert  means  to  turn  into,  as  a 
Heathen  into  a Christian,  water  into  oxygen  and  hydrogen,— one 
thing  ceasing  to  be,  when  the  other  thing  into  which  it  is  conv  cited 
comes  into  existence.  In  currency  discussions,  conveitible  may 
mean  negotiahle,  as  when  (1),  it  is  said  in  times  of  panic  that 
Bills  of  Exchange  are  inconvertible  ; (2),  or  compulsorily  excha?iye- 
ahle,  as  bank  notes,  for  their  nominal  value  in  one  commodity 
(gold);  or  (3),  practically  exchangeable  at  their  full  nominal 

value  for  commodities  and  labour  generally. 

The  second  meaning  may  again  be  either  {a),  alsolutely  con- 
vertible at  the  will  of  the  owner  into  coin,  as  where  the  notes 
circulating  are  exactly  equal  in  amount  to  the  gold  kept  in  hand 
for  paying  them,  and  where  such  payment  is  to  be  made  at  every 
office  of  issue ; or  (J),  practically  convertible,  as  Bank  of  England 
notes,  for  each  of  which  gold  can  be  got  only  at  one  place  besides 
London,  and  only  in  case  no  more  than  the  notes  against  which 
the  Bank  actually  holds  gold  are  required  to  he  paid  in  gold ; or 
(c),  virtually,  where  bank  notes  and  coin  are  in  fact  received  and 
paid  with  equal  facility,  though  no  one  is  compelled  to  exchange 

either  kind  of  currency  for  the  other  kind. 

International  Balances,  it  is  said,  require  a convertible  currency 
(2  h)  for  their  payment.  If  so,  how'  could,  e.g.,  America  and 
France  settle  their  international  balances  with  a currency  not  thus 
“ convertible”?  But  speaking  strictly,  no  such  settlement  between 
nations  by  means  of  coin  ever  takes  place.  Gold  is  exported  or 
imported  not  to  pay  debts,  but  either  because  gold,  as  a commodity 
merely,  will  sell  for  a trifle  per  ton  more  on  one  side  of  the  Atlantic, 
or  of  St.  George’s  Channel,  than  on  the  other  side  ; or  because  it 
suits  the  banking  or  stock  jobbing  interests  of  “a  few  millionaires 
to  create  a panic,  raise  interest,  and  depreciate  shares,  by  the 
announcement  that  such  and  such  sums  have  been  withdrawn  from 

the  Bank  for  exportation.  Jlinc  illw  lachrymw. 

The  use  of  gold  or  silver  as  a standard,  or  measure  of  value,  has 

nothing  whatever  to  do  with  the  question  of  its  being  payable  or 
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not  for  notes,  i»  any  of  tlie  senses  (2,  3,  supra)  of  the  word 
“ convertible.”  "Whether  any  such  balance  is  calculated  in  pounds^ 
dollars,  francs,  ox  roubles,  it  is  surely  payable  with  ec[ual  facility 
under  a system  “convertible”  or  “non-convertible,”  as  bv  Bills 
of  Exchange  (the  equivalent  for  commodities  imported),  or  by 
Foreign  Bonds  purchased  in  the  market,  as  in  the  case  of  the 
“Alabama  Indemnity,”  by  simply  adding  the  difference  of  value 
(if  any)  between  notes  and  specie. 

As,  at  the  discussions  on  this  and  my  former  papers,  amid  the 
rather  free  ascription  of  “fallacies,”  no  attempt  ever  was  made 
to  combat  tlie  leading  positions  taken  up,  especially  that  which 
Mr.  Macleod  largely  illustrates — that  a valueless  piece  of  paper 
may,  by  a stroke  of  the  pen,  be  made  into  money,  or  other  valuable 
equivalent  for  corporeal  wealth  (viz  : — wealth,  such  as  land,  coin,  or 
commodities),  nothing  more  need  be  added  to  the  argument  above 
stated,  which  has  received  a forcible  confirmation,  as  to  both  the 
doctrine  of  Bullionism  and  the  practice  of  Bankers,  in  mercantile 
failures  during  the  last  fortnight  for  between  thirty  and  forty 
millions  sterling. 

Subjoined  is  a short  extract  from  Mr.  Maclcod’s  article  in  the 
Contemporary  for  Mav,  1875. 

E.  H. 

30th  June,  1875. 
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INCOEPOEEAL  CAPITAL. 

Mr.  J.  S.  Mill  says — “A  third  form  in  which  credit  is  employed  as  a 
substitute  for  currency,  is  that  of  promisory  notes.”  Again,  “An 
order,  or  note  of  hand,  or  hill  payable  at  sight,  for  an  ounce  of  gold,  while 
the  credit  of  the  giver  is  unimpaired,  is  worth  neither  more  nor  less  than 
the  gold  itself.”  Mill,  therefore  says  that  credit  is  of  the  same  value  as 
gold  : consequently  it  is  wealth ; and  how  can  credit,  a mere  abstract  right, 
be  extracted  out  of  the  materials  of  the  globe  ? 
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A few  lines  after  the  last  passage,  he  says — But  we  have  now  found 
that  there  are  other  things,  such  as  hank  notes,  hills  of  exchange,  and 
cheques  which  circulate  as  money,  and  perform  all  the  functions  of  it.” 

Now  one  of  the  functions  of  money  is  to  he  used  as  capital ; and  if  bank 
notes,  &c.,  perform  all  the  functions  of  money,  they  may  also  he  used  as 
capital ; hut  hank  notes,  &c.,  are  credit ; and  therefore  credit  may  he  used 
as  capital. 

Mill  has  therefore,  by  implication,  admitted  that  credit  has  been  used  as 
capital.  But  in  a subsequent  chapter  he  says  : — 

‘‘The  value  saved  to  the  community  by  thus  dispensing  withmetallic  money, 
is  a clear  gain  to  those  who  provide  the  substitute.  They  have  the  use  of 
20  millions  of  circulating  medium,  which  have  cost  them  only  the  expense 
of  an  engraver’s  plate.  If  they  employ  this  accession  to  their  fortunes  as 
PRODUCTIVE  CAPITAL,  the  produce  of  the  country  is  increased,  and  the  com- 
munity benefited,  as  much  as  by  any  other  capital  of  equal  amount 

“ When  paper  currency  is  supplied,  as  in  our  own  country,  by  bankers 
and  banking  companies  the  amount  is  almost  wholly  turned  into  productive 
capital 

“ A banker’s  profession  being  that  of  a money-lender,  his  issue  of  notes 
is  a simple  extension  of  his  ordinary  oc^pation.  He  lends  the  amount  to 
farmers,  manufacturers,  and  dealers,  who  employ  it  in  their  several  busi- 
nesses. So  employed,  it  yields,  like  any  other  capital,  wages  of  labour  and 
profits  of  stock 

“ The  capital  itself,  in  the  long  run,  becomes  entirely  wages,  and,  when 
replaced  by  the  sale  of  the  produce,  becomes  wages  again  ; thus  affording  a 
perpetual  fund  of  the  value  of  20  millions  for  the  maintenance  of  productive 
labour.” 

In  another  place,  he  says — 

“ An  efiect  of  this  latter  character  naturally  attends  some  extensions  of 
credit  ; especially  wdien  taking  place  in  the  form  oi  bank  notes,  or  other 
instruments  of  exchange.  The  additional  bank  notes  are  in  ordinary  course 
first  issued  to  producers  or  dealers  to  be  employed  as  capital.” 

“ Thus  Mill,  in  these^  passages,  acknowledges,  as  distinctly  as  language 
can  do,  that  credit  is  productive  capital;  and  yet,  after  these  express 
declarations,  he  turns  round  and  sneers  at  the  imbecility  of  those  who  say 
that  credit  is  capital ! 

He  begins  his  chapter  headed,  “Of  Credit  as  a Substitute  for  Money,” 
thus : — 

“ The  functions  of  credit  have  been  a subject  of  as  much  misunderstanding 
and  as  much  confusion  of  ideas,  as  any  single  topic  in  political  economy.  . 

“ As  a specimen  of  the  confused  notions  entertained  respecting  the  nature 
of  credit,  we  may  advert  to  the  exaggerated  language  so  often  used  respecting 
its  natural  importance.  Credit  has  a great,  but  not,  as  many  people  seem  to 
suppose,  a magical  power ; it  cannot  make  something  out  of  nothing.  ^ How 
often  is  an  extension  of  credit  talked  of  as  equivalent  to  a creation  of 
capital!  [who  has  said  more  distinctly  than  Mill  himself  that  credit  is 
capital  ?]  It  seems  strange  that  their  should  be  any  need  to  point  out 
that  credit,  being  only  the  permission  to  use  the  capital  of  another 
person  (!)  the  means  of  production  cannot  be  increased  by  it,  but  only 
tranferred  • 
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‘‘But  though  credit  is  never  anything  more  i\\di.TX  ^ transfer  of  capital 
from  hand  to  hand/' 

The  astonishing  confusion  of  ideas  as  to  the  nature  of  credit  in  the  above 
extracts  is  clear  ; in  the  first  set  Mill  sees  that  credit  is  the  promise  to  pay, 
or  the  right,  which  may  be  recorded  on  paper  in  the  form  of  a bill  or  note, 
and  which,  he  says  over  and  over  again,  is  independent  exchangeable 
property  of  the  value  of  money,  and  which  may  perform  all  the  functions 
of  money,  and  therefore  may  be  used  as  capital.  In  the  second  set  of 
passages  Mill  has  changed  the  conception  of  credit  from  being  a promise  to 
pay  to  its  being  the  transfer  of  capital.  Now  is  a bank  note  the  transfer  of 
capital?  Is  a piece  of  independent  property  of  any  sort  sort  the  same  thing 
as  the  transfer  of  something  else  ? Is  a pint  of  wine  the  same  thing  as  the 
sale  of  a pair  of  shoes?  {pp,  887-8.) 


